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Mexico's major soft-drink manufacturers have stopped using high-fructose corn syrup (HFCS)
because of the tax increase approved by the Mexican Congress at the end of 2001. The Congress
imposed a 20% tax on nonessential items (Impuesto Especial Sobre Produccion y Servicios, IEPS),
including soft drinks manufactured with HFCS (see SourceMex, 2002-01-09). The tax was not
imposed on soft drinks manufactured with sugar, which led companies like Coca-Cola to announce
plans to gradually phase out HFCS from their products in favor of using 100% sugar. Coca-Cola,
which has 14 bottling subsidiaries and 90 plants in Mexico, currently uses 70% sugar and 30% HFCS
in its products distributed in the country.
Coca-Cola's primary rival Pepsi-Gemex said the tax would have very little impact on its production
process because it uses sugar almost exclusively to sweeten its soft drinks. Sugar industry praises
new tax The Mexican sugar industry welcomed the decision to tax soft drinks with HFCS, since it
could boost domestic demand for sugar by about 500,000 metric tons annually, which is roughly the
amount of HFCS used by Coca-Cola and other soft- drink manufacturers.
The Camara Nacional de la Industria Azucarera y Alcoholera (CNIAA) said this increased demand
would directly benefit 450,000 families in 15 sugar-producing states. Some studies estimate that the
Mexican sugar industry employs 3.5 million workers. "This is a great opportunity for the Mexican
sugar industry to recover the stability lost in recent years," said Carlos Blackaller Ayala, president
of the Union Nacional de Caneros (UNC), an affiliate of the Confederacion Nacional de Propietarios
Rurales (CNPR). The Mexican sugar industry has been beset by extremely low prices and an
oversupply of sugar and by corruption and poor management among sugar millers (see SourceMex,
2000-03- 01, 2001-09-05).
The announced tax had an unintended consequence for Mexican consumers and food producers,
however. The prospect of increased demand caused sugar wholesale prices to increase by 20 pesos
(US$2.17) per 50 kg during the first week of January at the Iztapalapa distribution center. "The price
of sugar has already increased by 8%," said Raul Picard, president of the manufacturers' business
chamber (Camara Nacional de la Industria de Transformacion, CANACINTRA). "This will have an
impact on all products that use sugar, which will cost at least 5% more to produce."

Problems arise for Mexican-based corn-syrup manufacturers
Picard also complained about the impact of the tax on the two Mexican-based producers of highfructose corn syrup, Arancia Corn Products and Almidones Mexicanos. The two companies, which
together employ 18,000 workers, have been forced to curtail operations because some of their top
customers like Coca-Cola have canceled their orders.
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The two Mexican companies, which are subsidiaries of US companies, produce about 350,000 MT
of the 650,000 MT of HFCS consumed in Mexico each year. US imports account for the balance.
"The new tax will harm a market valued at US$1 billion annually," said Picard. Arancia officials
said the company was forced to shut down its HFCS plant in San Juan del Rio in the central state of
Queretaro after bottlers canceled orders. Arancia has also canceled its planned investment of US
$100 million for 2002.
Spokespersons for Arancia and Almidones Mexicanos said the companies would challenge the tax
in the Mexican courts and with international trade bodies such as the World Trade Organization
(WTO) and the North American Free Trade Agreement (NAFTA). "We are thinking of trying to get
an exemption and also looking into international legal proceedings under the auspices of NAFTA,"
said Mario Villas, Arancia's director of international trade and government relations.
Experts suggest that Mexico could easily lose any new complaints brought before the WTO and
NAFTA. In recent years, the two bodies have ruled against restrictions imposed by the Mexican
government on imports of US HFCS (see SourceMex, 1999- 10-27, 2000-03-01, 2001-08-15). In
contrast to the rulings against Mexico, Mexican efforts have failed to force the US to meet its
NAFTA commitments to import excess Mexican sugar, beginning with the 2000-2001 crop year (see
SourceMex, 2000-05-31, 2000-08-09, 2001-08-15).
In its budget projections, the Mexican Congress had estimated the tax on HFCS-based soft drinks
would raise about 6.5 billion pesos (US$706 million). But the switch by Coca- Cola and other
bottlers to sugar-based soft drinks means that very little, if any, of this amount will actually be
collected. Some political observers say the Mexican Congress imposed the tax on HFCS primarily
as a retaliatory measure against the US for failing to meet its NAFTA sugar-import commitments.
"The new tax is not going to help resolve the ongoing dispute between the US and Mexico over
sweeteners," said economist Fernando Talavera of the Universidad Nacional Autonoma de Mexico
(UNAM).

Fox administration negotiates with Congress to modify tax
The prospect of an escalation in the US-Mexico trade war over sweeteners has raised some concerns
within the Fox administration. Officials from the Secretaria de Economia (SE) have called a special
meeting with key members of the Mexican Congress to determine if the tax could be rescinded
or modified sufficiently to defuse any tensions with the US. "This [new tax] is not an appropriate
solution to the current sweetener problem, because it does not allow for the balance in this market
called for in the North American Free Trade Agreement (NAFTA)," an SE statement said.
US government officials, meanwhile, have expressed their opposition to the tax. Richard Mills, a
spokesperson for the US Trade Representative's Office (USTR), said the new tax "broadens" the
exiting trade disputes over sweeteners and is "discriminatory" to US corn-syrup producers. Some
analysts predict the Mexican tax will reduce overall sales for US HFCS manufacturers, affecting
their ability to negotiate with soft-drink manufacturers in their own country. "If you're a US bottler
bargaining with the high-fructose corn-syrup suppliers, you're in a much better bargaining position
today than you were prior to this Mexico tax because it creates excess capacity," said analyst William
Pecoriello, who follows the beverage industry for Morgan Stanley. [Note: Peso-dollar conversions
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 53225
ISSN: 1054-8890

in this article are based on the Interbank rate in effect on Jan. 16, reported at 9.20 pesos per US
$1.00] (Sources: Associated Press, 01/09/02; Milenio Diario, 01/10/02, 01/11/02; Reuters, 01/08/02,
01/10/02, 01/13/02, 01/15/02; El Universal, 01/10/02, 01/15/02; Novedades, 01/10/02, 01/11/02, 01/14/02,
01/15/02; La Cronica de Hoy, 01/10/02, 01/11/02, 01/15/02; La Jornada, 01/10/02, 01/11/02, 01/15/02;
Unomasuno, Spanish news service EFE, 01/15/02; Reforma, 01/10/02, 01/11/02, 01/15/02, 01/16/02;
The News, 01/11/02, 01/16/02)

-- End --
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